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ABSTRACT 



Since 1986 the Federal Employment Service in Germany has 



used the so-called "bridging allowance" to assist previously unemployed 
people in setting up their own businesses. This allowance is intended to 
guarantee the social security and subsistence of the person setting up the 
business during the start-up phase, until the young enterprise has become 
consolidated. Positive effects are expected for the labor market in two 
different respects. First, the person setting up the new business eases the 
strain on the unemployment insurance program with the step into 
self-employment. Second, if they are successful, the newly established 
businesses may result in further employment opportunities, thus contributing 
to the fight against unemployment. In the last 3 years about a quarter of a 
million previously unemployed people have set up their own businesses with 
the help of the bridging allowance. About 3 years after setting up their own 
business, 70 percent of those who received the bridging allowance are still 
self-employed. A further 5 percent still do the work for which they received 
the financial support, but as a secondary activity. At present, there is an 
average of one additional employee to each person who originally received 
financial support to start a business. The net effect cannot yet be 
determined, but looks to be positive. (Contains 51 references) (Author/KC) 
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• About three years after setting up businesses a good 
70% of bridging allowance recipients are still self- 
employed 

• Only 11% of former bridging allowance recipients are 
registered as unemployed at present 

• Deadweight effects do not seem to play a major role 

• As yet there is no sufficiently definite information as to 
the net effect for the labour market 
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Abstract 



Since 1986 the Federal Employment Service (Bundesanstalt fur Arbeit) has used the so-called 
"bridging allowance" (Uberbriickungsgeld) (§57 Social Code EH) to assist previously unem- 
ployed people in setting up their own businesses. This allowance is intended to guarantee the 
social security and subsistence of the person setting up the business during the start-up phase, 
until the young enterprise has become consolidated - at least to some extent. 

Positive effects are expected for the labour market in two different respects. Firstly the person 
setting up the new business eases the strain on the unemployment insurance scheme with 
his/her step into self-employment. Secondly, if they are successful the newly established busi- 
nesses may result in further employment impulses, thus contributing to the fight against unem- 
ployment. 

In the last three years alone about a quarter of a milli on previously unemployed people have set 
up their own businesses with the help of the bridging allowance. Not least the finance volume 
of some DM one billion per year with winch the Federal Employment Service has supported 
those setting up the businesses is a reason to examine the utilisation of these financial resources 
and at the same time to make an evaluation of the support instrument. 

At individual level the provisional appraisal of the bridging allowance so far is positive. About 
three years after setting up their own business a good 70% of those who received the bridging 
allowance are still self-employed. A further 5% still do the work for which they received the 
financial support, but as a secondary activity. On the whole at present there is an average of 
one additional employee to each person who originally received financial support to start up a 
business. 

As regards the net effects of the support programme on the labour market or an effect on the 
economy as a whole, it is not yet possible to make any adequately sound assessments with the 
present level of knowledge. It can, however, be shown that the success of the measure is 
impaired only slightly by deadweight effects. A large part of the resources is obviously being 
used in agreement with the objectives. 



1 Bridging allowance - an instrument of active labour market policy 



1.1 Idea of assisting previously unemployed people in starting up businesses 

When the federal government decided in 1985 to use unemployment insurance resources to 
assist previously unemployed people in setting up their own businesses, there was already 
experience available from a number of other OECD countries with corresponding 
programmes 1 . Earlier German labour laws had also already included similar regulations - 
although under completely different labour market conditions. 



1 See Barker (1989a/b). At that time there were comparable support schemes for example in France, Spain, 
Great Britain, Australia, Canada and the United States. 
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Since 1 January 1986 the "benefits for assisting the entry into self-employment" have been 
established in law (§ 55a Employment Promotion Act; since 1.1.1998 § 57 Social Code m 2 ). 
Taking as a basis the assumption that in particular the unemployed are subject to capital market 
restrictions and have to overcome particularly difficult obstacles and market barriers in their 
access to customary forms of financial support, it is this group of people that is being 
supported in setting up businesses by means of the so-called "bridging allowance". This bridg- 
ing allowance is, however, explicitly not designed as start-up investment. It is intended more to 
guarantee the social security and the subsistence of the person setting up the new business 
during its start-up phase, until the young enterprise has become consolidated at least to a 
certain extent. 

The fundamental idea of the support scheme is to create an alternative to unemployment for 
suitable unemployed individuals, this alternative being to work on a self-employed basis. This 
can result in positive effects for the labour market in two different respects: firstly the - 
previously unemployed - person setting up a business can ease the strain on the unemployment 
insurance with his or her step into self-employment. Secondly, additional employment impulses 
can result from the newly established enterprises if they are successful, thus contributing to the 
fight against unemployment. Both of these points presuppose that the people who receive the 
support do not displace other founders of businesses or enterprises which are already in exist- 
ence when they enter the market. 

1.2 Conditions for the allowance and the range of the benefit 

Unemployed individuals who were out of work for at least four weeks before taking up work 
on a self-employed basis may apply for a bridging allowance. It has also been possible since 
1993 for certain groups of people taking part in employment and training measures (short-time 
work, job-creation measures, structural adjustment measures) to apply for financial support for 
their intention to set up their own business. A further requirement for the allowance is a 
statement from an "expert body" 3 concerning the economic viability of the enterprise to be 
founded 4 . 

The bridging allowance is in principle granted for a period of six months. The amount of 
money granted is equivalent to the amount that the applicant last received as unemployment 
benefit or unemployment assistance or could have received if he or she had been unemployed. 
In addition - as with unemp loyment benefit - the employment office undertakes to pay the 
social security contributions. During a certain transitional period it is possible for the applicant 
to return to unemployment insurance 5 . Receipt of a bridging allowance is not counted towards 
eligibility for unemployment benefit. 



2 Social Code, Part Three 

3 In particular Chambers of Industry and Commerce, Chambers of Trades, professional associations, financial 
institutions, tax advisors/accountants, auditors, tax agents, business consultants, lawyers (provided that they 
specialise in commercial law) are regarded as expert bodies. 

4 Economic viability means that following an appropriate start-up period, an adequate basis of existence is 
reached which can be expected to be permanent. 

5 Eligibility for unemployment benefit - and thus tire possibility for bridging allowance recipients to return to 
unemployment insurance - remains in force for four years from the time it began (§ 147 Social Code HI). 
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Exclusion from the allowance 



Only self-employed activities are supported by the bridging allowance. Nominally self- 
employed people 6 are excluded from the allowance. Also anyone setting up a business who 
terminated then previous employment relationship with the intention of subsequently beco min g 
self-employed may not receive the allowance. Furthermore the allowance is not granted to 
applicants who have already been self-employed for some time as a secondary occupation. In 
the case of these people it is assumed that their subsistence is safeguarded during the start-up 
phase. 



1.3 Utilisation of the support scheme since its introduction 

As is shown clearly in Figure la, the number of cases of bridging allowance per year has 
increased notably in the past 12 years of its existence. Improved conditions have contributed to 
the increase in demand. In 1988 the allowance period was extended from its previous 13 weeks 
to a maximum of 26 weeks and at the same time the length of the stipulated period of previous 
unemployment was reduced from ten to four weeks. 

In 1994 the conditions of the allowance were once again clearly improved. Since 1 August 
1994 the bridging allowance has no longer been granted "for a maximum of' 26 weeks but "in 
principle" for a period of 26 weeks. The amount paid as bridging allowance is no longer "a 
maximum of' that paid as unemployment benefit or unemployment assistance, but is always the 
same amount. Demand for the bridging allowance continued to rise clearly in the last quarter of 
1994 and in the following year the number of cases doubled. 

Figure la: 

Number of cases of bridging allowance granted 1986 - 1997 7 
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Source: Federal Employment Service, Section lb3 



89,744 




6 In Germany the following are defined as nominally self-employed people: "... freelancers and self-employed 
sole traders who are personally and economically independent". 

7 1986-1991 old federal Lauder, from 1992 onwards the whole of Germany. In the new Lander the figure for 
allowances granted developed as follows: 1992: 18,445 cases, 1993: 14,173 cases, 1994: 15,108 cases, 1995: 
23,942 cases, 1996: 27,943 cases, 1997: 24,681 cases. 
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As a result of the increasing attractiveness of this allowance it became increasingly difficult for 
the Federal Employment Service to regulate the volume of expenditure. As early as August 
1988 - after the utilisation of the benefit had reached a first peak - the costs of the programme 
had increased so drastically that the amount and the duration of the allowance were restricted 
again temporarily. In the past similar measures 8 have frequently had to be used to ensure that 
expenditure did not exceed the planned budget. 

Figure lb shows the annual volume of expenditure on the bridging allowance scheme. Follow- 
ing initial experiences with the "new law" in the final months of 1994, the budget planned for 
1995 was increased from the original DM 407 million to DM 907 million. 

Figure lb: 

Annual volume of bridging allowance 1986 - 1997 in DM millions 9 




Source: Federal Employment Service, Section Ib3 



As a result of the amendments of the last few years, the importance of the bridging allowance 
has changed. After the initial years when it was more supportive in nature for. the individual, 
the average bridging allowance today is some DM 12,000 per person. As this is calculated 
individually, however, considerable deviations are possible here. In individual cases allowances 
of more than DM 20,000 have been granted. 

The bridging allowance is also g ainin g in importance for the entire field of business start-ups in 
Germany: in the meantime about one in six or seven people setting up their own business does 
so with the aid of the employment office. 



8 Thus for example the employment offices were authorised to reduce the duration of the allowance by up to 
four weeks in individual cases. Furthermore the access conditions were restricted by the employment offices by 
raising the minimum duration of the period of unemployment preceding the allowance. This period varied from 
region to region and could be up to 12 months (actually long-term unemployment) in individual employment 
offices. 

It is not known whether similar regulatory mechanisms are also used for other instruments of active labour 
market policy. 

9 1986-1991 old federal Lander, from 1992 whole of Germany. 
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